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Answer any FOUR (4) of the EIGHT (8) questions provided 


1. With the aid of diagrams, show that in-kind transfers are inefficient compared with cash 
transfers. Use a numerical example to demonstrate the magnitude of the difference in 


inefficiency between in-kind transfers and cash transfers. 


2. With the aid of diagrams, outline how income effects, price effects, and choice restrictions 


affect the behavioural outcomes of intergovernmental grants. 


3. Illustrate and explain the differences between compensating variation and equivalent 


variation. 


4. With the aid of diagrams: 
— Compare and contrast the effects of transferable and non-transferable ration 
coupons where there is no binding constraint. 


— Explain why vouchers increase demand and ration coupons reduce demand. 


5. Define the concepts of market failure and government failure and briefly outline their 


main causes. 


6. With the aid of diagrams, illustrate and explain how social welfare functions can depict 
various trade-offs between equity and efficiency, including extreme cases where no 


equity/efficiency trade-offs can increase social welfare. 


7. With the aid of a diagram, illustrate and explain the outcome of rate of return regulation 


and the Averch-Johnson effect. 


8. “All taxes have distortionary effects, but some taxes are more distortionary than other 


taxes.” Explain with the aid of diagrams. 
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